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KEY ECONOMIC INDICATORS 


1971 1972 1973 
ITEM 
PRODUCTION: MAJOR EXPORT COMMODITIES 
Diamonds ee carats) 1,954 1,846 1,003 
Iron ore (1,000 long tons) 2,510 2,233 2,366 
Bauxite (1,000 long tons) 552 682 - 652 
Coffee (1,000 long tons) 8.3 14.4 11.8 
Cocoa (1,000 long tons) 4.6 6.9 7.8 
Palm kernels (1,000 long tons) 51.0 46.8 36.9 
AGGREGATE DOMESTIC INDICATORS 
GDP (current prices) 1 323.1 324.0 nea, 


GDP (1963 prices) 1 272.2 269.7 nea. 
Consumer Price Index 2 140.4 145.8 155 
Gross Public External Debt nea 67.9 78.6 
FOREIGN TRADE AND PAYMENTS 
Total Exports 98.5 107.4 124.4 
Total Imports 113.1 114.4 152.6 
Balance of Payments (Surplus/Deficit) > —2.2 
Foreign Exchange Reserve 4 35.4 
IMPORTS BY SOURCE 
United Kingdom 34.4 
Japan 12.2 
United States 
West Germany 
France 
EXPORTS BY DESTINATION 
United Kingdom 
United States 
West Germany 
Japan 
MAJOR IMPORTS FROM UNITED STATES 
Wheat CWT 883,099($7.0); Old Clothing($0.8); 
Tobacco ($0.8); Rice ($0.8); 
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Earth moving equipment (30.53; Air Conditioners ($0.3) 

MAJOR EXPORTS TO UNITED STATES 
Coffee 5,512 long tons ($5.7); Polished diamonds 5,357 carats ($0.7); 
Cocoa 400 long tons ($0.4) 


1/ GDP is given by factor prices for the fiscal rather than the current 


year. 

2/ Does not include changes in beginning of 1974 when the official rice 
price increased by 76 per cent. 

7 Balance of payments deficit for 1973 is a provisional estimate from 
the Bank of Sierra Leone. The estimated deficit for 1974 will approach 
$25 million. 

4/ By July 24, 1974, foreign exchange reserves had dipped to $41.3 and 
were expected to continue to fall for the rest of the year. 

SOURCES: Bank of Sierra Leone, Central Statistics Office, Ministry of 


Trade & Industry, Sierra Leone Produce Marketin B 
Standard Bank (S.L.) Limited, others. meee 





SUMMARY 


Mining and agricultural export production is stagnant, 
but the world commodity price boom and particularly 
high prices for diamonds have contributed to a modest 
rise in Sierra Leone's export earnings. Nevertheless, 
costly imports of rice and oil are beginning to deplete 
Sierra Leone's hard earned foreign exchange reserves. 
Increased rice production is badly needed both to save 
foreign exchange and to lower the consumer price of 
rice, which has nearly doubled in the last year. Rice 
prices have been the most important factor contributing 
to the spiralling cost of living which is the primary 
dark cloud on the political horizon. Although a five 
year development plan will soon be launched, many of 
its objectives will be undermined by the Government's 
financial indiscipline and the growing balance of pay- 
ments problem. 


Little change in U.S. trade and investment relations 
with Sierra Leone is foreseen. Although Government's 
policy of 51 per cent equity participation in all min- 
ing companies has been pragmatically administered, dila- 
tory treatment of investment proposals has discouraged 
would-be investors in tourism, forestry and fishing. 
U.S. exports of food, tobacco, used clothing, air 
conditioners and earth moving equipment should remain 
near current levels and the volume of U.S. imports of 
coffee should remain steady. Imports of diamonds may 
increase now that three American firms have secured 
licenses to export diamonds. The economic cooperation 
begun between Sierra Leone and Liberia in the newly 
established Mano River Union should increase the 
opportunity for trade and investment in Sierra Leone 
by American companies. 





CURRENT ECONOMIC SITUATION AND TRENDS 


High Diamond Prices Save the Day. Diamond production plummeted 
in part because of heightened activity by illicit miners and 
smugglers but dramatically higher prices saved the day and made 
1973 a vintage year for the diamond industry. Diamond export 
earnings rose to $77 million, pumping life into an otherwise 
stagnant economy. The 51 per cent Government owned National 
Diamond Mining Company(DIMINCO) made record profits and its 
unexpectedly large tax payments tided Government over what 
could have been a nasty budgetary pinch. 


Although world diamond prices fell after October's Arab-Israeli 
war, Sierra Leone has recouped much of the loss by increasing 
the quantity of legitimate production. Twice during the last 
year the Government Diamond Office raised the floor price offer- 
ings to follow the upward trend of the world market but when 
world prices fell, the GDO price remained pegged at its high 
level. The high GDO price looked so attractive that former 
smugglers began selling to the GDO. Government hopes to maintain 
high prices for Sierra Leonean diggers and reduce the incentive 
for smuggling by a new scheme that has relieved the De Beers’ 
managed GDO of its diamond export monopoly. One Swiss, one 


Belgian and three American firms have acquired licenses to buy 

and export diamonds in competition with the GDO. Revived legiti- 
mate production encouraged by this scheme will help to balance 

the effects of reduced prices throughout the next year. Cumulative 
total purchases for the first four months of 1974 are running 
almost 70 per cent higher than the quantity of carats purchased 
last year. 


Nevertheless, the downward trend in production is an ominous 
sign for Sierra Leone's most vital industry. Many of the 
alluvial mining areas where indigenous diggers obtain mining 
rights have been depleted by illicit diamond miners. DIMINCO 
hopes to extend the life of its mines by introducing improved 
technology but is reluctant to stake out new areas for explor- 
ation for fear that illicit diggers will quickly poach the 
richest deposits. 


Other Mining Ventures Stagnate. Sierra Leone's iron ore, bauxite, 
and rutile mining industries are undergoing a period of stagnation. 
Concern about the burden of increased fuel costs on Delco's inef-= 
ficient and obsolescent iron ore mine was heightened when the 
company's annual report showed a loss for 1973. Iron ore pro- 
duction for the year remained virtually unchanged from the previous 
year although price rises brought a slight increase in export 

value to $13 million. Bauxite production dipped, bringing in 

$4 million in export earnings. For the second year in a row, 
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no rutile was exported from the American owned Gbangbatok mine, 
although intensified geological and engineering feasibility 
studies were carried out. 


Prospects in all three industries could pick up over the next 
several years. One American company and a team of Chinese 
experts are both conducting geological tests of new iron ore 
deposits. A new mine that could triple Sierra Leone's exports 
of bauxite is planned. 


The @bangbatok mine should be producing rutile again within 

a few years and a German firm is examining other rutile 
deposits that might have economic potential. Gold has been 
legally exported for the first time in ten years and although 
initial quantities have been exceedingly small, there is hope 
of reviving alluvial gold mining which died out after the 
discovery of diamonds. In addition a Romanian team has agreed 
to reassess the potential for off-shore oil after three western 
companies let their exploration licenses expire without digging 
any exploratory wells. 


Government's policy of obtaining eventual 51 per cent equity 

in all mining companies continues to be pragmatically administered. 
There is no Government equity participation in the rutile or the 
iron ore mines; in the latter case Government decided after 
negotiations that its financial inability to buy into the venture 
and the mine's low profitability made equity participation out 

of the question. Negotiations are presently under way on the 
question of Government participation in the bauxite industry. 


Producer Prices Raised to Stimulate Agricultural Production. 
Shocked by a production shortfall that necessitated massive 


imports of rice, Government has slowly moved towards a policy 

of stimulating increased production by providing more equitable 
economic rewards to its farmers. The guaranteed farm price of 
rice has been raised by 50 per cent and farmers have responded 
with what appears to be a vastly increased acreage of rice 
production. Sierra Leone badly needs a good rice crop. When 
the reports of last year's shortfall began to trickly in, 
Government contracted for the purchase of 60,000 tons of imported 
rice which on the inflated world market cost about $30 million. 
Though it now appears that the shortfall was significantly over- 
estimated, imported rice will remain a burden on the balance of 
payments. 


Cash crop production is lagging but the commodity price boom has 
brought increased revenue with coffee ($12 million), cocoa 

($6.5 million) and palm kernels ($6 million) being the largest 
export earners. In an effort to stimulate greater production, 
the Sierra Leone Produce Marketing Board is studying ways of 
reducing progressive taxes that become exorbitant during periods 
of high prices. An integrated agricultural development scheme 





in the Eastern Province financed by a $4.3 million IDA 
credit has successfully led the way for approval of a 
larger project in the Northern Province. Plans for new 
coconut and sugarcane plantations are under way and it 

is hoped that Sierra Leone's rubber trees, planted in the 
late sixties, will soon begin to be tapped. 


Runaway Budget Saps Development Effort. Government's 

failure to curb recurrent expenditure has limited the amount 
of domestic resources available for public investment. Last-: 
year deficient accounting methods and a general lack of 
financial discipline allowed unbudgeted supplementary expendi- 
tures to balloon to 23 per cent of the approved budget. 
Government has had to borrow heavily both from domestic and 
foreign sources. Public debt charges will jump from $12 million 
to 318 million this year. The ambitious national development 
plan will require an even greater level of public borrowing 
which Government quixotically hopes to achieve by increased 
sales of its slow moving Government Development Stock. 


Most of the increase in expenditure has gone for education 

and health, badly needed social services for which the demand 
greatly exceeds Government's capacity to supply. These demands 
together with wage demands by Government employees will create 


strong political pressures for more Government over-spending. 
The long awaited national development plan has identified a 
number of income producing projects but, short of foreign loans 


and supplier credits, there will be few funds available to make 
the necessary investments. 


Heonomic Discontent Mars Otherwise Tranquil Political Scene. 

More than one year alter elections that established a de facto 
one party state, the ruling APC Government remains in firm 
control of a settled political situation. The policy of trying 
to reconcile the past political opponents of the regime has 
continued and this year's party convention was held in an area 
known as a former opposition stronghold. Nevertheless, President 
Stevens has thus far resisted those calling for the establishment 
of a de jure one party state saying that such a move should come 
by "evolution." 


The darkest cloud on the political horizon is discontent over 
the spiralling cost of living. Government has been alert to 
this danger and was subsidizing the price of rice until the 
financial burden became too great. A commission on prices was 
revived and dark threats have been made about businessmen who 
marked up prices unjustifiably and about trade inspectors who 
unscrupulously let them get away with it. Thus far discontent 
has been largely unfocused and has manifested itself in petty 





corruption; Sierra Leone's weak trade unions have not 
pushed Government for large wage increases. With no | 
organized political opposition to articulate and exploit 
general economic discontent, the political outlook of the 
APC Government remains favorable. 


Balance of Payments Crunch Approaches. Imports of rice and 
Oil are quickly depleting foreign exchange reserves pains-— 
takingly accumulated since 1967. Last year's balance of 
payments deficit, estimated at $15 million, will be far 
exceeded by a 1974 deficit of around $25 million. An 
economic retrenchment requiring sharp cuts in expenditure 
will be required; Government may have to speed this adjustment 
by instituting exchange controls. In any case reduced demand 
will force a slowdown in business activity over the next year. 


The stagnation of Sierra Leone's export production and the 

burden of foreign debt payments raise concern about the 

economy's long term prospects. The burden of foreign borrowing, 
increasingly from supplier credits, is beginning to make its 
impact on the balance of payments. Many of the supplier financed 
purchases have unfortunately little income producing potential. 
An even greater amount of foreign borrowing will be required if 
Sierra Leone is to make investments anticipated by the national 
development plan but weakened commodity prices (and in particular, 


lower prices for diamonds) would cripple the country's ability 
to make good its foreign commitments. 


IMPLICATIONS FOR THE UNITED STATES 


Little Opportunity for Trade Increases. The United States 
was Sierra Leone's third biggest supplier in 1973 but the 
bulk of sales were products such as wheat, rice, tobacco and 
used clothing. Sierra Leone's "growth markets" include 
motor vehicles and construction materials but American 

sales in these areas have been negligible. The demand 

for highly regarded American earthmoving equipment and 

air conditioners has remained steady and may increase if 
there is new investment in the mining industry, hotels or 
the construction of new Government office buildings. Govern- 
ment plans to purchase additional electrical generating 
equipment for the city of Freetown but no decision has yet 
been made on the type of system to be purchased. Both the 
National Development Plan and the prospectus for the Mano 
River Union include long shopping lists but most will depend 
on external finance. 


U.S. purchases of Sierra Leone's coffee should remain near 
current levels during the coming year. U.S. diamond purchases 
may increase now that American firms are directly involved in 
diamond exporting. Actual American imports of Sierra Leone 
diamonds are much greater than they appear here since Central 
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Statistics Office figures do not include diamonds exported to 
third countries for polishing and later exported to the United 
States. No other significant increase in imports from Sierra 
Leone is expected until the American owned rutile mine goes 
back into production. 


Investment Prospects Limited. U.S. investments in Sierra Leone 
are Limited to a flour mill, a fish freezing plant, a diamond 
polishing plant, a rutile mine and partial interest in the 

local oil refinery. Although Sierra Leone's white sand beaches 
are among the most beautiful in West Africa, Government's 
ambigous policy toward private foreign investment has frustrated 
would-be investors in tourism. Hotel builders have been kept 
waiting for years for building rights to be sorted out and 
Government policy statements have bred confusion. The recent 
nationalization of one of Freetown's two international class 
hotels has raised further questions about Government's intentions, 
Proposals to exploit the Gola Forest reserves have become 
snagged and there has been little movement in fishing although 

a Canadian team is now studying the possibility of oyster 
culture. Mining remains the most promising area, with prospects 
for new ventures in iron ore, bauxite, rutile, chrome and gold. 


Progress in implementing the Mano River Union, which envisions 
increased trade and industrial cooperation between Sierra 

Leone and Liberia, should help improve investment prospects. 

The aggressive and competent secretariat now established in 
Freetown has begun to identify investment prospects of joint 
interest for producing rubber, salt, industrial sacks, textiles, 
agricultural implements, cassava pellets, soaps and refined 
palm oil. Plans to harmonize tariffs and coordinate private 
foreign investment policies should help plants located in the 
Union to market their products in both countries. Transport- 
ation between the two countries will be considerably eased by the 
completion of the Liberia-Sierra Leone road link. 


There is virtually no reverse investment by Sierra Leone in 
the United States and no change in this situation is foreseen. 
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